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Investment Adviser’s Report

Market review

TheTrust’s investment holdings continue to be composed of
high-quality issuers, including bonds issued by the Hong
Kong SAR Government, quasi-government entities in Hong
Kong. This reflects the characteristics of the Trust of being a
conservative investment which aims to achieve investment
return and distribute potential income. In line with the
benchmark it tracks, the Trust generated positive returns for
the year ending at 31 July 2019.

US treasury yields broadly moved lower across the curve
during the year. Largely tracking US treasuries, Hong Kong
sovereign yields also fell broadly. Expectations of the future
path of the US interest rates was the key driver for the Hong
Kong dollar bond market during the period. Buoyant economic
data in the US fueled expectations for further tightening in
the country, leading to higher treasury yields in most of 2018.
However, in the later part of the review period, risk factors
such as volatility in the US equity markets, moderating China
economic growth, Sino-US trade tension, Brexit and falling
oil prices began to weigh on risk sentiment. Investors began
to price in a growth slowdown in the US and the probability
for US Federal Reserve to cut rates. US treasury yields began
to fall since then and have remained on a down trend. This
has also led to broadly lower Hong Kong dollar sovereign
bond yields. Going forward, continued headwinds to growth
domestically could mean that money market rates and the
short end of the HKD sovereign bond curve could remain
elevated. Meanwhile, we expect the long-end of the HKD
sovereign curve will stay correlated to the US treasury curve,
and therefore expect the Hong Kong dollar bond yields to
follow similar movements in the US treasury yields, especially
at the longer end of the curve.

HSBC Global Asset Management (Hong Kong) Limited
29 November 2019



Trustee's Report

ABF Hong Kong Bond Index Fund (“the Trust”)

We hereby confirm that, to the best of our knowledge, the Manager of the Trust has, in all material respects, managed the Trust
in accordance with the provisions of the Trust Deed dated 10 June 2005, as amended, for the year ended 31 July 2019.

)
)
)
)
)

For and on behalf of

HSBC Institutional Trust Services
(Asia) Limited,

Trustee



Independent Auditor's Report to the Unitholders

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of ABF Hong Kong
Bond Index Fund (“the Trust"”) set out on pages 6 to 25, which
comprise the statement of financial position as at 31 July
2019, the statement of comprehensive income, the
statement of changes in equity the cash flow statement and
the distribution statement for the year then ended and notes
to the financial statements, including a summary of
significant accounting policies.

In our opinion, the financial statements give a true and fair
view of the financial disposition of the Trust as at 31 July 2019
and of its financial transactions and cash flows for the year
then ended in accordance with Hong Kong Financial
Reporting Standards (“HKFRSs") issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA").

Basis for Opinion

We conducted our audit in accordance with Hong Kong
Standards on Auditing (“HKSAs") issued by the HKICPA. Our
responsibilities under those standards are further described
in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the
Trust in accordance with the HKICPAs Code of Ethics for
Professional Accountants (“the Code”) and we have fulfilled
our other ethical responsibilities in accordance with the Code.
We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional
judgement, were of most significance in our audit of the
financial statements of the current period. These matters
were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

Valuation of investments

Refer to notes 5 and 13 to the financial statements and the accounting policies in note 2(e)(iv)

The Key Audit Matter

How the matter was addressed in our audit

As at 31 July 2019 the investment portfolio represented
98.42% of the total assets of the Trust and is the key driver
of the Trust's investment returns.

TheTrust's investment portfolio comprises listed and unlisted
but quoted bonds, which are classified as Level 2 financial
instruments under the fair value hierarchy and are stated at
their fair values at the reporting date.

We identified the valuation of investments as a key audit
matter because of its significance in the context of the Trust’s
financial statements and because the value of the investment
portfolio at the year end date is a key performance indicator
of the Trust.

Our audit procedures to assess the valuation of investments
included utilising our internal valuation specialists to compare
the pricing for each investment adopted by the Trust with
independent pricing sources or our internal valuation
calculated based on observable market data. We carried out
this assessment at the reporting date for all the investments
in the investment portfolio.




Independent Auditor's Report to the Unitholders

Information Other than the Financial Statements and
Auditor’s Report Thereon

The Manager and the Trustee of the Trust are responsible for
the other information. The other information comprises all
the information included in the annual report, other than the
financial statements and our auditor's report thereon.

Our opinion on the financial statements does not cover the
other information and we do not express any form of
assurance conclusion thereon.

In connection with our audit of the financial statements, our
responsibility is to read the other information and, in doing
so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge
obtained in the audit or otherwise appears to be materially
misstated.

If, based on the work we have performed, we conclude that
there is a material misstatement of this other information,
we are required to report that fact. WWe have nothing to report
in this regard.

Responsibilities of the Manager and the Trustee of
the Trust for the Financial Statements

The Manager and the Trustee of the Trust are responsible for
the preparation of financial statements that give a true and
fair view in accordance with HKFRSs issued by the HKICPA
and for such internal control as the Manager and the Trustee
of the Trust determine is necessary to enable the preparation
of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, the Manager and the
Trustee of the Trust are responsible for assessing the Trust's
ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the
going concern basis of accounting unless the Manager and
the Trustee of the Trust either intend to liquidate the Trust or
to cease operations, or have no realistic alternative but to do
S0.

In addition, the Manager and the Trustee of the Trust are
required to ensure that the financial statements have been
properly prepared in accordance with the relevant provisions
of the Trust Deed, as amended (“the Trust Deed”), and the
relevant disclosure provisions of Appendix E of the Code on
Unit Trusts and Mutual Funds (“the SFC Code”) issued by
the Hong Kong Securities and Futures Commission.

Auditor’s Responsibilities for the Audit of the
Financial Statements

Our objectives are to obtain reasonable assurance about
whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and
to issue an auditor's report that includes our opinion. This
report is made solely to you, as a body, and for no other
purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance but is not
a guarantee that an audit conducted in accordance with
HKSAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial
statements. In addition, we are required to assess whether
the financial statements of the Trust have been properly
prepared, in all material respects, in accordance with the
relevant provisions of the Trust Deed and the relevant
disclosure provisions of Appendix E of the SFC Code.

As part of an audit in accordance with HKSAs, we exercise
professional judgement and maintain professional scepticism
throughout the audit. We also:

. Identify and assess the risks of material misstatement
of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our
opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations or
the override of internal control.

o Obtain an understanding of internal control relevant to
the audit in order to design audit procedures that are
appropriate in the circumstances but not for the
purpose of expressing an opinion on the effectiveness
of the Trust's internal control.

o Evaluate the appropriateness of accounting policies
used and the reasonableness of accounting estimates
and related disclosures made by the Manager and the
Trustee of the Trust.
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o Conclude on the appropriateness of the Manager's and
the Trustee's use of the going concern basis of
accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the
Trust's ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the
related disclosures in the financial statements or, if
such disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence
obtained up to the date of our auditor’'s report.
However, future events or conditions may cause the
Trust to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content
of the financial statements, including the disclosures,
and whether the financial statements represent the
underlying transactions and events in a manner that
achieves fair presentation.

We communicate with the Manager and the Trustee of the
Trust regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including
any significant deficiencies in internal control that we identify
during our audit.

We also provide the Manager and the Trustee of the Trust
with a statement that we have complied with relevant ethical
requirements regarding independence and communicate
with them all relationships and other matters that may
reasonably be thought to bear on our independence and,
where applicable, related safeguards.

From the matters communicated with the Manager and the
Trustee of the Trust, we determine those matters that were
of most significance in the audit of the financial statements
of the current period and are therefore the key audit matters.
We describe these matters in our auditor’s report unless law
or regulation precludes public disclosure about the matter or
when, in extremely rare circumstances, we determine that
a matter should not be communicated in our report because
the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such
communication.

Report on matters under the relevant provisions of
theTrust Deed and the relevant disclosure provisions
of Appendix E of the SFC Code

In our opinion, the financial statements have been properly
prepared, in all material respects, in accordance with the
relevant provisions of the Trust Deed and the relevant
disclosure provisions of Appendix E of the SFC Code.

The engagement partner on the audit resulting in this
independent auditor’s report is Yiu Tsz Yeung, Arion.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

29 November 2019

The accompanying report of KPMG is for sole and exclusive use of the Trust. Further, the report of KPMG is as of 29 November
2019 and KPMG has carried out no procedures of any nature subsequent to that date which in any way extends that date.
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Statement of Financial Position

as at 31 July 2019

ASSETS

Financial assets at fair value through profit or loss
Interest receivable

Amounts due from brokers

Cash and cash equivalents

LIABILITIES

Amounts due to brokers
Distributions payable
Other payables

NET ASSETS ATTRIBUTABLE TO UNITHOLDERS (BID PRICES)

Representing:

Equity
Total number of units in issue

Net asset value per unit at bid prices

Approved by the Trustee and the Manager on 29 November 2019

)
)
)
)
)

The notes on pages 11 to 25 form part of these financial statements.

Note

5,12,13

7(b)

6

1
7(a), 7(c)

2019
HKD

2,600,545,031
17,812,746
22,967,424
867,789

2018
HKD

2,753,382,462
16,447,194
48,670,896
6,625,788

2,642,192,990

2,825,026,340

- 37,800,060
22,829,561 17,247,601
836,657 849,287
23,666,118 55,896,948

2,618,5626,872

2,769,129,392

2,618,5626,872

2,769,129,392

26,546,001

28,746,001

98.64

96.33

For and on behalf of
HSBC Institutional Trust
Services (Asia) Limited,

Trustee

For and on behalf of
HSBC Investment Funds
(Hong Kong) Limited,

Manager



Statement of Comprehensive Income

for the year ended 31 July 2019

Note

Net gains/(losses) from financial assets at fair value through profit or

loss 3
Net foreign exchange loss
Sundry income

Interest income 7(b)
TOTAL REVENUE/(LOSS)

Management fees 7(a)
Transaction fees 7(c)
Trustee'’s fees 7(c)

Legal and professional fees
Auditor’s remuneration
Miscellaneous expenses

TOTAL OPERATING EXPENSES

INCREASE/(DECREASE) IN NET ASSETS ATTRIBUTABLETO
UNITHOLDERS AND TOTAL COMPREHENSIVE INCOME FOR
THEYEAR

The notes on pages 11 to 25 form part of these financial statements.

2019 2018

HKD HKD
116,935,073 (42,835,714)
(178) 87)

54,012 25,464
4,174 476
116,993,081 (42,809,861
3,705,640 3,781,048
41,819 20,039
1,349,017 1,380,437
212,593 93,852
152,319 157532
475,736 479,658
5,937,124 5,912,566
111,055,957 (48,722,427)




Statement of Changes in Equity

for the year ended 31 July 2019

Balance at the beginning of the year

Increase/(decrease) in net assets attributable to unitholders and
total comprehensive income for the year

Subscriptions of units (excluding equalisation)
Redemptions of units (excluding equalisation)
Equalisation on subscriptions and redemptions
Distributions to unitholders during the year

Balance at the end of the year

The notes on pages 11 to 25 form part of these financial statements.

Note

2019
HKD

2,769,129,392

2018
HKD

2,723,883,5620

111,065,957 (48,722,427)
- 136,406,070
(213,211,710) (9,698,860)
(1,140,805) 836,910
(47,305,962) (33,675,821)
(261,658,477) 93,968,299

2,618,5626,872

2,769,129,392




Cash Flow Statement

for the year ended 31 July 2019

OPERATING ACTIVITIES

Interest received

Management fees paid

Trustee's fees paid

Transaction fees paid

Payments on purchase of investments

Proceeds from sale of investments (including coupon interest received from
investments)

Other operating expenses paid

Sundry income received

Net cash generated from/(used in) operating activities

FINANCING ACTIVITIES

Proceeds from issue of units including equalisation
Payments on redemption of units including equalisation
Distributions paid

Net cash (used in)/generated from financing activities

Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The notes on pages 11 to 25 form part of these financial statements.

2019 2018
HKD HKD

4,174 476
(3,707332) (3,765,932)
(1,350,256) (1,374,673)
(39,485) (20,817)
(1,139,975,520) (807,859,270)
1,396,185,884 724,274,750
(852,959) (722,304)
54,012 25,464
260,318,518 (89,442,306)

- 137,325,650
(214,352,515) (9,781,530)
(41,724,002) (36,638,261)
(256,076,517) 90,905,859
(5,757999) 1,463,553
6,625,788 5,162,235
867789 6,625,788




Distribution Statement

for the year ended 31 July 2019

Amount available for distribution brought forward

Profit for the year available for distribution *

Equalisation on subscriptions and redemptions

Distributions to unitholders

Amount available for distribution carried forward

*

2019 2018

Note HKD HKD
20,872,927 6,149,116

47,628,230 47,462,722

10 (1,140,805) 836,910

il (47305,962) (33,675,821)
20,054,390 20,872,927

basis is in accordance with the relevant clauses of the Trust Deed.

Distribution history

First distribution

Second distribution

Note

Year ended 31 July 2019
Distribution Date of
per unit distribution
HKD

0.90 30 January 2019

0.86 30 July 2019

The notes on pages 11 to 25 form part of these financial statements.

Year ended 31 July 2018

Profit for the year available for distribution is the adjusted total comprehensive income for the year, for which the calculation

Distribution Date of
per unit distribution
HKD

0.57 30 January 2018

0.60 30 July 2018



Notes to the Financial Statements

1 The Trust

ABF Hong Kong Bond Index Fund (“the Trust”) was
established under a Trust Deed dated 10 June 2005, as
amended (“the Trust Deed”), and is governed by Hong Kong
law. The Trust is an “index fund” which seeks investment
results that correspond closely before fees and expenses to
the total return of the Markit iBoxx ABF Hong Kong Index
which is compiled by Markit Indices Limited.

The Trust is authorised by the Hong Kong Securities and
Futures Commission (“SFC") under section 104 of the Hong
Kong Securities and Futures Ordinance (“HKSFO"). The Trust
is also listed on The Stock Exchange of Hong Kong Limited
(a subsidiary of The Hong Kong Exchanges and Clearing
Limited).

2 Significant accounting policies

(a) S t of li

The financial statements have been prepared in accordance
with all applicable Hong Kong Financial Reporting Standards
("HKFRSs"), which collective term includes all applicable
individual Hong Kong Financial Reporting Standards, Hong
Kong Accounting Standards (“HKASs") and Interpretations
issued by the Hong Kong Institute of Certified Public
Accountants ("HKICPA"), accounting principles generally
accepted in Hong Kong, the relevant provisions of the Trust
Deed and the relevant disclosure provisions of the Hong Kong
Code on Unit Trusts and Mutual Funds issued by the SFC. A
summary of the significant accounting policies adopted by
the Trust is set out below.

(b) Basis of preparation of the financial statements

The functional and presentation currency of the Trust is the
Hong Kong dollar reflecting the fact that the participating
redeemable units of the Trust are issued and redeemed in
Hong Kong dollars.

The financial statements are prepared on a fair value basis
for financial assets and financial liabilities at fair value through
profit or loss. Other financial assets and financial liabilities
are stated at amortised cost or redemption amount
(redeemable units).

"

The preparation of financial statements in conformity with
HKFRSs requires management to make judgements,
estimates and assumptions that affect the application of
policies and reported amounts of assets, liabilities, income
and expenses. The estimates and associated assumptions
are based on historical experience and various other factors
that are believed to be reasonable under the circumstances,
the results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on
an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if
the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current
and future periods.

(c) Changes in ting p

The HKICPA has issued a number of new HKFRSs and
amendments to HKFRSs that are first effective for the current
accounting period of the Trust. Of these, the following
developments are relevant to the Trust's financial statements:

HKFRS 9, Financial instruments

The Trust has not applied any new standard or interpretation
that is not yet effective for the current accounting period (see
note 15), except for the amendments to HKFRS 9,
Prepayment features with negative compensation which have
been adopted at the same time as HKFRS 9.

As permitted by the transition provisions of HKFRS 9,
comparative information throughout these financial
statements has not generally been restated to reflect the
requirements of the standard.

Except for the changes below, the Trust has consistently
applied the accounting policies as set out in note 2(e) to all
periods presented in these financial statements.

HKFRS 9, Financial Instruments

HKFRS 9 sets out requirements for recognising and
measuring financial assets, financial liabilities and some
contracts to buy or sell non-financial items. This standard
replaces HKAS 39 Financial Instruments: Recognition and
Measurement.



Notes to the Financial Statements

As a result of the adoption of HKFRS 9, the Trust has adopted
consequential amendments to HKAS 1 Presentation of
Financial Statements, which require:

- impairment of financial assets to be presented in a
separate line item in the statement of comprehensive
income. The Trust did not previously report any incurred
losses; and

- separate presentation in the statement of
comprehensive income of interest revenue from
financial assets measured at amortised cost or fair
value through other comprehensive income (“FVOCI")
calculated using the effective interest method.

Additionally, the Trust has adopted consequential amendments
to HKFRS 7 Financial Instruments: Disclosures, which are
applied to disclosures about 2019 but have not generally been
applied to comparative information.

The adoption of HKFRS 9 had no material impact on the net
assets attributable to unitholders of the Trust.

(i) Classification and measurement of financial assets and
financial liabilities

HKFRS 9 contains three principal classification
categories for financial assets: measured at amortised
cost, FVOCI and fair value through profit or loss
("FVTPL'). The classification of financial assets under
HKFRS 9 is generally based on the business model in
which a financial asset is managed and its contractual
cash flow characteristics. HKFRS 9 eliminates the
previous HKAS 39 categories of held to maturity, loans
and receivables and available for sale. Under HKFRS
9, derivatives embedded in contracts where the host
is a financial asset in the scope of the standard are
never separated. Instead, the hybrid financial
instrument as a whole is assessed for classification.

HKFRS 9 largely retains the existing requirements in
HKAS 39 for the classification and measurement of
financial liabilities.

The adoption of HKFRS 9 has not had a significant
effect on the Trust's accounting policies related to
financial liabilities and derivative financial instruments.

For an explanation of how the Trust classifies and
measures financial instruments and accounts for
related gains and losses under HKFRS 9, see note 2(e).

(i)

(iii)

The following table below explains the original
measurement categories under HKAS 39 and the new
measurement categories under HKFRS 9 for each class
of the Trust's financial assets as at 1 August 2018.

Original New
classification classification

under HKAS 39 under HKFRS 9

Financial assets

Loans and Amortised
Cash and cash equivalents receivables cost
Loans and Amortised
Interest receivable receivables cost
Loans and Amortised
Amounts due from brokers receivables cost
Debt instruments Held-for-trading FVTPL

The measurement categories for all financial liabilities
remain the same. The carrying amounts for all financial
liabilities at 1 August 2018 have not been impacted by
the initial application of HKFRS 9.

Impairment of financial assets

HKFRS 9 replaces the “incurred loss” model in HKAS
39 with an expected credit losses ("ECLs") model. The
new impairment model applies to financial assets
measured at amortised cost and debt instruments at
FVOCI, but not to financial assets measured at FVTPL.
Under HKFRS 9, credit losses are recognised earlier
than under HKAS 39.

The effect of adopting HKFRS 9 on the carrying
amounts of financial assets at 1 August 2018 relates
solely to the new impairment requirements. The
Manager considers the probability of default to be
minimal as the counterparties have a strong capacity
to meet their contractual obligations in the near term.
There is no impairment allowance recognised on
interest receivable, amounts due from brokers and
cash and cash equivalents on the initial application of
HKFRS 9's impairment requirements as at 1 August
2018. Therefore, the carrying amounts of the financial
assets remain the same.

Transition
Changes in accounting policies resulting from the

adoption of HKFRS 9 have been applied retrospectively,
except as described below.

12



Notes to the Financial Statements

- Comparative periods have not generally been
restated. Differences in the carrying amounts of
financial assets resulting from the adoption of
HKFRS 9 are recognised in the net assets
attributable to unitholders as at 1 August 2018.
Accordingly, the information presented for 2018
does not reflect the requirements of HKFRS 9,
but rather those of HKAS 39.

- The following assessments have been made on
the basis of the facts and circumstances that
existed at the date of initial application.

- The determination of the business model
within which a financial asset is held.

- The revocation of previous designations of
certain financial assets as measured at
FVTPL.

(d) Foreign currency translation

Foreign currency transactions during the year are translated
into Hong Kong dollars at the exchange rates ruling at the
transaction dates. Monetary assets and liabilities
denominated in foreign currencies that are stated at fair value
are translated into Hong Kong dollars at the foreign exchange
rates ruling at the date of statement of financial position.
Foreign currency exchange differences arising on translation
and realised gains and losses on disposals or settlements of
monetary assets and liabilities are recognised in profit or
loss.

Foreign currency exchange differences relating to investments
at fair value through profit or loss are included in net gains
or losses from financial assets at fair value through profit or
loss. All other foreign currency exchange differences relating
to monetary items including cash and cash equivalents are
presented separately in profit or loss.

(e) Financial instruments
(i) Classification
(A)  Policy applicable from 1 August 2018

On initial recognition, the Trust classifies financial
assets as measured at amortised cost or FVTPL.

A financial asset is measured at amortised cost

if it meets both of the following conditions and
is not designated as at FVTPL:

13

- it is held within a business model whose
objective is to hold assets to collect
contractual cash flows; and

- its contractual terms give rise on specified
dates to cash flows that are solely
payments of principal and interest
("SPPI").

All other financial assets of the Trust is measured
at FVTPL.

Business model assessment

In making an assessment of the objective of the
business model in which a financial asset is held,
theTrust considers all of the relevant information
about how the business is managed, including:

- the documented investment strategy and
the execution of this strategy in practice.
This includes whether the investment
strategy focuses on earning contractual
interest income, maintaining a particular
interest rate profile, matching the duration
of the financial assets to the duration of
any related liabilities or expected cash
outflows or realising cash flows through
the sale of the assets;

- how the performance of the portfolio is
evaluated and reported to the Trust's
management;

- the risks that affect the performance of the
business model (and the financial assets
held within that business model) and how
those risks are managed;

- how the investment manager is
compensated: e.g. whether compensation
is based on the fair value of the assets
managed or the contractual cash flows
collected; and

- the frequency, volume and timing of sales
of financial assets in prior periods, the
reasons for such sales and expectations
about future sales activity.



Transfers of financial assets to third parties in
transactions that do not qualify for derecognition
are not considered sales for this purpose,
consistent with the Trust’s continuing recognition
of the assets.

TheTrust has determined that it has two business
models.

- Held-to-collect business model: this
includes interest receivable, amounts due
from brokers and cash and cash
equivalents. These financial assets are held
to collect contractual cash flow.

- Other business model: this includes debt
instruments. These financial assets are
managed and their performance is
evaluated, on a fair value basis, with
frequent sales taking place.

Assessment whether contractual cash flows are
SPPI

For the purposes of this assessment, “principal”
is defined as the fair value of the financial asset

Notes to the Financial Statements

- features that modify consideration for the
time value of money (e.g. periodical reset
of interest rates).

TheTrust classifies its investments based on the
business model and contractual cash flows
assessment. Accordingly, the Trust classifies all
its debt instruments into financial assets at
FVTPL category. Financial assets measured at
amortised cost include interest receivable,
amounts due from brokers and cash and cash
equivalents. Financial liabilities that are not at fair
value through profit or loss included amounts
due to brokers, distributions payable and other
payables.

Reclassifications

Financial assets are not reclassified subsequent
to their initial recognition unless the Trust was to
change its business model for managing financial
assets, in which case all affected financial assets
would be reclassified on the first day of the first
reporting period following the change in the
business model.

on initial recognition. “Interest” is defined as (B)  Policy applicable prior to 1 August 2018

consideration for the time value of money and

for the credit risk associated with the principal All of the Trust’s investments were classified as

amount outstanding during a particular period of financial assets at fair value through profit or loss.

time and for other basic lending risks and costs This category comprised financial instruments

(e.g. liquidity risk and administrative costs), as held for trading, which were instruments that the

well as a profit margin. Trust had acquired principally for the purpose of
short-term profit taking. These included

In assessing whether the contractual cash flows investments in debt securities.

are SPPI, the Trust considers the contractual

terms of the instrument. This includes assessing Financial assets that were classified as loans and

whether the financial asset contains a contractual receivables include interest receivable and

term that could change the timing or amount of amounts due from brokers.

contractual cash flows such that it would not

meet this condition. In making this assessment, Financial liabilities at amortised cost included

the Trust considers: amounts due to brokers, distributions payable
and other payables.

- contingent events that would change the

amount or timing of cash flows; (i) Recognition

- leverage features; The Trust recognises financial assets and financial
liabilities on the date it becomes a party to the
- prepayment and extension features; contractual provisions of the instrument.
- terms that limit the Trust's claim to cash

flows from specified assets (e.g. non-

recourse features); and

14



Notes to the Financial Statements

(ifi)

(iv)

15

A regular way purchase or sale of financial assets is
recognised using trade date accounting. From this date
any gains and losses arising from changes in fair value
of the financial assets or financial liabilities are
recorded.

Financial liabilities are not recognised unless one of
the parties has performed their obligations under the
contract or the contract is a derivative contract not
exempted from the scope of HKFRS 9.

Measurement

Financial instruments are measured initially at fair value
(transaction price). Transaction costs on financial assets
and liabilities at fair value through profit or loss are
expensed immediately, while on other financial
instruments they are amortised.

Subsequent to initial recognition, all instruments
classified at fair value through profit or loss are
measured at fair value with changes in their fair values
recognised in profit or loss.

Financial assets classified as measured at amortised
cost are carried at amortised cost using the effective
interest rate method, less impairment losses, if any.

Financial liabilities, other than those at fair value
through profit or loss, are measured at amortised cost
using the effective interest rate method.

Fair value measurement principles

Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly
transaction between market participants at the
measurement date in the principal or, in its absence,
the most advantageous market to which the Trust has
access at that date. The fair value of a liability reflects
its non-performance risk.

When available, the Trust measures the fair value of an
instrument using the quoted price in an active market
for that instrument provided such prices within the
bid-ask spread. A market is regarded as active if
transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing
information on an ongoing basis. In circumstances
where the quoted price is not within the bid-ask spread,
the Manager of the Trust will determine the points
within the bid-ask spread that are most representative
of the fair value.

(v)

When there is no quoted price in an active market, the
Trust uses valuation techniques that maximise the use
of relevant observable inputs and minimise the use of
unobservable inputs. The chosen valuation technique
incorporates all the factors that market participants
would take into account in pricing a transaction.

The best evidence of the fair value of a financial
instrument at initial recognition is normally the
transaction price -i.e. the fair value of the consideration
given or received. If the Trust determines that the fair
value at initial recognition differs from the transaction
price and the fair value is evidenced neither by a quoted
price in an active market for an identical asset or liability
nor based on a valuation technique that uses only data
from observable markets, the financial instrument is
initially measured at fair value, adjusted to defer the
difference between the fair value at initial recognition
and the transaction price. Subsequently, that difference
is recognised in profit or loss on an appropriate basis
over the life of the instrument but no later than when
the valuation is supported wholly by observable market
data or the transaction is closed out.

If an asset or a liability measured at fair value has a bid
price and an ask price, the Trust measures assets and
long positions at a bid price and liabilities and short
positions at an ask price.

Portfolios of financial assets and financial liabilities that
are exposed to market risk and credit risk that are
managed by the Trust on the basis of the net exposure
to either market or credit risk, are measured on the
basis of a price that would be received to sell a net
long position (or paid to transfer a net short position)
for a particular risk exposure. Those portfolio-level
adjustments are allocated to the individual assets and
liabilities on the basis of the relative risk adjustment of
each of the individual instruments in the portfolio.

The Trust recognises transfers between levels of the
fair value hierarchy as of the end of the reporting period
during which the change has occurred.

Amortised cost measurement principles

The amortised cost of a financial asset or liability is the
amount at which the financial asset or liability is
measured at initial recognition, minus principal
repayments, plus or minus the cumulative amortisation
using the effective interest method of any difference
between the initial amount recognized and the maturity
amount, minus any reduction for impairment.
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(vi)

Impairment

(A)

Policy applicable from 1 August 2018

The Trust recognises loss allowances for ECLs
on financial assets measured at amortised cost.

TheTrust measures loss allowances at an amount
equal to lifetime ECLs, except for the following,
which are measured at 12-month ECLs:

- financial assets that are determined to have
low credit risk at the reporting date; and

- other financial assets for which credit risk
(i.e. the risk of default occurring over the
expected life of the asset) has not
increased significantly since initial
recognition.

When determining whether the credit risk of a
financial asset has increased significantly since
initial recognition and when estimating ECLs, the
Trust considers reasonable and supportable
information that is relevant and available without
undue cost or effort. This includes both
quantitative and qualitative information and
analysis, based on the Trust’s historical experience
and informed credit assessment and including
forward-looking information.

The Trust assumes that the credit risk on a
financial asset has increased significantly if it is
more than 30 days past due.

The Trust considers a financial asset to be in
default when:

- the borrower is unlikely to pay its credit
obligations to the Trust in full, without
recourse by the Trust to actions such as
realising security (if any is held); or

- the financial asset is more than 90 days
past due.

The Trust considers a financial asset to have low
credit risk when the credit rating of the
counterparty is equivalent to the globally
understood definition of “investment grade” The
Trust considers this to be Baa3 or higher per
Moody's or BBB- or higher per Standard &
Poor’s.

Lifetime ECLs are the ECLs that result from all
possible default events over the expected life of
a financial instrument.

12-month ECLs are the portion of ECLs that
result from default events that are possible within
the 12 months after the reporting date (or a
shorter period if the expected life of the
instrument is less than 12 months).

The maximum period considered when estimating
ECLs is the maximum contractual period over
which the Trust is exposed to credit risk.

Measurement of ECLs

ECLs are a probability-weighted estimate of
credit losses. Credit losses are measured as the
present value of all cash shortfalls (i.e. the
difference between the cash flows due to the
entity in accordance with the contract and the
cash flows that the Trust expects to receive).
ECLs are discounted at the effective interest rate
of the financial asset.

Credit-impaired financial assets

At each reporting date, the Trust assesses
whether financial assets carried at amortised
cost are credit-impaired. A financial asset is
“credit-impaired” when one or more events that
have a detrimental impact on the estimated
future cash flows of the financial asset have
occurred.

Evidence that a financial asset is credit-impaired
includes the following observable data:

- significant financial difficulty of the
borrower or issuer;

- a breach of contract such as a default or
being more than 90 days past due; or

- it is probable that the borrower will enter
bankruptcy or other financial reorganisation.

Presentation of allowance for ECLs in the
statement of assets and liabilities

Loss allowances for financial assets measured
at amortised cost are deducted from the gross
carrying amount of the assets.
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(vii)

(viii)

17

Write-off

The gross carrying amount of a financial asset is
written off when the Trust has no reasonable
expectations of recovering a financial asset in its
entirety or a portion thereof.

(B)  Policy applicable prior to 1 August 2018

Financial assets that were stated at cost or
amortised cost were reviewed at each date of
the statement of financial position to determine
whether there is objective evidence of
impairment. If any such indication exists, an
impairment loss is recognised in profit or loss as
the difference between the asset’s carrying
amount and the present value of estimated
future cash flows discounted at the financial
asset'’s original effective interest rate.

If in a subsequent period the amount of an
impairment loss recognised on a financial asset
carried at amortised cost decreases and the
decrease can be linked objectively to an event
occurring after the write down, the write down
is reversed through profit or loss.

Derecognition

The Trust derecognises a financial asset when the
contractual rights to the cash flows from the financial
asset expire or it transfers the financial asset and the
transfer qualifies for derecognition in accordance with
HKFRS 9.

The Trust uses the weighted average method to
determine realised gains and losses on derecognition.

A financial liability is derecognised when the obligation
specified in the contract is discharged, cancelled or has
expired.

Offsetting

Financial assets and liabilities are offset and the net
amount is reported in the statement of financial
position when the Trust has a legally enforceable right
to offset the recognised amounts and the transactions
are intended to be settled on a net basis or
simultaneously, e.g. through a market clearing
mechanism.

(ix)  Specific instruments
Cash and cash equivalents

Cash comprises current deposits with banks. Cash
equivalents are short-term highly liquid investments
that are readily convertible to known amounts of cash,
are subject to an insignificant risk of changes in value,
and are held for the purpose of meeting short-term
cash commitments rather than for investment or other
purposes.

(f)  Revenue recognition
Revenue is recognised in profit or loss as follows:
Interest income

Interest income is recognised in profit or loss as it accrues,
using the effective interest rate method using the rate exactly
discounts estimated future cash receipts through the
expected life of the financial asset to the gross carrying
amount of the financial asset. Interest income on bank
deposits is disclosed separately on the face of the statement
of comprehensive income. Interest income on debt securities
is included in net gains or losses from financial instruments
at fair value through profit or loss.

(g) Expenses

All expenses are recognised in profit or loss on an accruals
basis.

(h) Foreign exchange gain and loss

Foreign exchange gain and loss on financial assets and
financial liabilities at fair value through profit or loss are
recognised together with other changes in the fair value.
Included in profit or loss line item Net foreign exchange loss
is net of foreign exchange gain and loss on monetary financial
assets and financial liabilities other than those classified as
fair value through profit or loss.

(i)  Related parties

(@) A person, or a close member of that person'’s family,
is related to the Trust if that person:

(i) has control or joint control over the Trust;
(i) has significant influence over the Trust; or

(i) is a member of the key management personnel
of the Trust.
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(b)  An entity is related to the Trust if any of the following
conditions applies:

(i) The entity and the Trust are members of the same
group (which means that each parent, subsidiary
and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the
other entity (or an associate or joint venture of a
member of a group of which the other entity is
a member).

(i) Both entities are joint ventures of the same third
party.

(iv)  One entity is a joint venture of a third entity and
the other entity is an associate of the third entity.

(v)  The entity is a post-employment benefit plan for
the benefit of employees of an entity related to
the Trust.

(vi)  The entity is controlled or jointly controlled by a
person identified in (a).

(vi) A person identified in (a)(i) has significant
influence over the entity or is a member of the
key management personnel of the entity (or of
a parent of the entity).

(viii)  The entity, or any member of a group of which
itis a part, provides key management personnel
services to the Trust.

Close members of the family of a person are those family
members who may be expected to influence, or be
influenced by, that person in their dealings with the entity.

(j)  Subscriptions and redemptions

The Trust recognises unitholders’ subscriptions and allots
units upon receipt of a valid subscription application and
derecognises them upon receipt of a valid redemption
application.

(k)  Units in issue
The Trust classifies financial instruments issued as financial

liabilities or equity instruments in accordance with the
substance of the contractual terms of the instruments.

The Trust has one class of redeemable units in issue. This is
the most subordinate class of financial instruments in the
Trust and ranks pari passu in all material respects and has
identical terms and conditions. The redeemable units provide
unitholders with the right to require redemption for cash at
a value proportionate to the unitholders’ share in the Trust's
net assets at each redemption date and also in the event of
the Trust's liquidation.

A puttable financial instrument that includes a contractual
obligation for the issuer to repurchase or redeem that
instrtument for cash or another financial asset is classified as
equity instrument if it meets the following conditions:

- it entitles the holder to a pro rata share of the Trust's
net assets in the event of the Trust’s liquidation;

- it is in the class of instruments that is subordinate to
all other classes of instruments;

- all financial instruments in the class of instruments that
is subordinate to all other classes of instruments have
identical features;

- apart from the contractual obligation for the Trust to
repurchase or redeem the instrument for cash or
another financial asset, the instrument does not include
any other features that would require classification as
a liability; and

- the total expected cash flows attributable to the
instrument over its life are based substantially on profit
or loss, the change in the recognised net assets or the
change in the fair value of the recognised and
unrecognised net assets of the Trust over the life of
the instrument.

The Trust's redeemable units meet all of these conditions
and are classified as equity.

(I)  Distribution to holders of redeemable units

Distributions to holders of redeemable units are recognised
in the statement of changes in equity.
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(m) Segment reporting

An operating segment is a component of the Trust that
engages in business activities from which it may earn
revenues and incur expenses, including revenues and
expenses that relate to transactions with any of the Trust's
other components, whose operating results are reviewed
regularly by the chief operating decision maker to make
decisions about resources allocated to the segment and
assess its performance, and for which discrete financial
information is available. Segment results that are reported
to the chief operating decision maker include items directly
attributable to a segment as well as those that can be
allocated on a reasonable basis. The chief operating decision
maker of the Trust is identified as the Manager, HSBC
Investment Funds (Hong Kong) Limited.

3 Net gains/(I ) from fi ial assets at fair value
through profit or loss

2019 2018

HKD HKD

Net realised gains 28,699,812 40,903,313
Net unrealised gains/

(losses) 88,235,261  (83,739,027)

116,935,073 (42,835,714)

4 Taxation

No provision for Hong Kong profits tax has been made in the
financial statements as the Trust is exempt from taxation
under section 26A(1A) of the Hong Kong Inland Revenue
Ordinance.

5 Financial assets at fair value through profit or loss

2019 2018
HKD HKD

Debt securities

Listed bonds 2,000,907711 2,292,320,843
Unlisted but quoted bonds ~ 599,637320 461,061,619

2,600,545,031 2,753,382,462

Investments, at cost 2,612,906,510 2,852,613,650
Net unrealised depreciation

in value of investments (12,361,479)  (99,231,188)

Investments, at fair value  2,600,545,031 2,753,382,462
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6 Amounts due from/(to) brokers

2019 2018
HKD HKD
Balances due from brokers
Amounts receivable on
sale of investments 22,967424 48,570,896
Balances due to brokers
Amounts payable on
purchase of investments - 37,800,060

7 Related party transactions

The following is a summary of significant related party
transactions or transactions entered into during the year
between the Trust and the Trustee, the Manager and their
Connected Persons. Connected Persons are those as defined
in the Hong Kong Code on Unit Trusts and Mutual Funds
issued by the SFC. All transactions during the year between
the Trust, the Trustee and the Manager and their Connected
Persons were entered into in the ordinary course of business
and under normal commercial terms. To the best of the
knowledge of the Trustee and the Manager, the Trust did not
have any other transactions with Connected Persons except
for those disclosed below.

(a) TheTrustis managed by HSBC Investment Funds (Hong
Kong) Limited (“the Manager”), which receives a
management fee, payable monthly in arrears,
equivalent to 0.15% per annum of the average daily
net assets of the Trust (in respect of the first $1,560
million) and 0.12% per annum (thereafter).

In addition, the Manager acts as the listing agent of
the Trust. The fee is paid out of the management fees.

2019 2018
HKD HKD
(i)  Management fees for
the year 3,705,640 3,781,048
(i) Management fees
payable at year end 331,975 333,667

(b) A bank account is maintained with a member of the
HSBC Group. The balance of this account amounted
to $867,789 (2018: $6,625,788) at the year end. The
interest income arising from this account during the
year amounted to $4,174 (2018: $476).
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(c) The trustee of the Trust is HSBC Institutional Trust
Services (Asia) Limited (“the Trustee"”), a fellow
subsidiary of the Manager within the HSBC Group,
which receives trustee's fees, payable monthly in
arrears, equivalent to 0.05% per annum of the average
daily net assets of the Trust. In addition, the Trustee is
entitled to transaction costs of $389 (2018: $389) per
transaction (buy/sell) of the underlying index securities
and non-index securities.

2019 2018
HKD HKD
(i) Trustee's fees for the
year 1,349,017 1,380,437
(i) Trustee's fees payable
at year end 120,693 121,932
(iii) Transaction fees for the
year 41,819 20,039
(iv) Transaction fees
payable at year end 3,890 1,556

(d) In its purchases and sales of investments, the Trust
utilises the brokerage service of The Hongkong and
Shanghai Banking Corporation Limited, which is a
member of the HSBC Group. Details of transactions
effected are as follows:

The Hongkong and Shanghai
Banking Corporation Limited
2019 2018
HKD HKD

Commission paid for the

year - -
Average rate of commission - -
Total aggregate value of

such transactions for the

year 1,046,041,985 303,348,920

Percentage of such
transactions in value to
total transactions for the
year 43.21% 19.59%

The figures for commission paid do not include any trading
margin which may be reflected in the market price of
transactions with these entities on any transactions by the
Trust during the year.

8 Soft commission arrangements

No soft commission arrangements were entered into with
brokers during the year (2018: Nil).

9 Units issued and redeemed

2019 2018

Number of units in issue

brought forward 28,746,001 27,446,001
Units issued during the

year - 1,400,000
Units redeemed during the

year (2,200,000) (100,000)
Number of units in issue

carried forward 26,546,001 28,746,001

The Trust is not subject to externally imposed capital
requirements.

10  Equalisation on subscriptions and redemptions

The equalisation portion of received and receivable on issue
of units or paid and payable on redemption of units is
calculated based on the portion of the unit price related to
undistributed accumulated net investment income and
accumulated expenses of the unit at the date of issue or
redemption.

11 Distributions

Distributions attributable to the year

2019 2018
HKD HKD
Interim dividend of $0.90
per unit on 27,196,001
units declared and paid
(2018: $0.57 per unit on
28,646,001 units) 24,476,401 16,328,220
Final dividend of $0.86 per
unit on 26,546,001 units
declared and unpaid
(2018: $0.60 per unit on
28,746,001 units) 22,829,561 17247601
47305,962 33,575,821
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12 Financial instruments and associated risks

The Trust maintains an investment portfolio in a variety of
listed and unlisted financial instruments as dictated by its
investment management strategy. The Trust's investment
portfolio comprises debt securities.

The Trust is an index fund and is not actively managed.
Therefore, the Trust will not adjust the composition of its
portfolio except when seeking to closely correspond to the
duration and total return of the underlying index. The Trust
does not try to “beat” the market it tracks and does not seek
temporary defensive positions when markets decline or
when the market is judged to be overvalued. Accordingly, a
fall in the underlying index will result in a corresponding fall
in the net asset value of the Trust.

The Trust's investing activities expose it to various types of
risks that are associated with the financial instruments and
markets in which it invests. The Manager and the Trustee set
out below the most important types of financial risks inherent
in each type of financial instrument. The Manager and the
Trustee would like to highlight that the following list of
associated risks only sets out some of the risks but does not
purport to constitute an exhaustive list of all the risks inherent
in an investment in the Trust. Investors should note that
additional information in respect of risks associated with
financial instruments in the Trust can be found in the Trust's
offering document.

The nature and extent of the financial instruments
outstanding at the date of statement of financial position and
the risk management policies employed by the Trust are
discussed below.

(a) Price risk

Price risk is the risk that the value of a financial instrument
will fluctuate as a result of changes in market prices, whether
caused by factors specific to an individual investment, its
issuer or all factors affecting all instruments traded in the
market.

The Trust only held debt securities in 2019 and 2018. As a

result, the Trust was not exposed to significant price risk
arising from changes in market prices.
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(b) Interest rate risk

Interest rate risk arises from changes in interest rates which
may inversely affect the value of debt instruments and
therefore result in potential gain or loss to the Trust. The Trust's
interest rate risk is managed on an ongoing basis by the
Manager.

In general, if interest rates rise, the income potential of the
portfolio also rises but the value of the fixed rate securities
declines. A fall in interest rates would generally have the
opposite effect. Aligning the portfolio maturity profile to that
of the benchmark and keeping deviations within certain limits
is an important way of controlling relative interest rate risk.

The following table indicates the period in which the interest-
bearing assets mature and re-price at the date of statement

of financial position.

All amounts stated in ‘000

2019
1year Over 1year Over
orless to5years 5 years Total
HKD HKD HKD HKD
Financial assets at fair
value through profit or
loss 105,668 1,541,262 953,615 2,600,545
Total interest-bearing
assets 105,668 1,541,262 953,615
2018
1year Over 1year Over
orless to5years 5 years Total
HKD HKD HKD HKD
Financial assets at fair
value through profit or
loss 40,206 1,855,858 857318 2,753,382
Total interest-bearing
assets 40,206 1,855,858 857318




Notes to the Financial Statements

Interest rate sensitivity

At the date of statement of financial position, assuming all
other factors remain unchanged, it is estimated that an
increase in interest rates of 100 basis points (2018: 100 basis
points) would result in a decrease in the net assets
attributable to unitholders by $112,389,004 (2018:
$114,956,122); an equal change in the opposite direction
would result in an increase in the net assets attributable to
unitholders by an approximately equal amount. The analysis
is performed on the same basis for 2018.

(c) Currency risk

As all the Trust's financial instruments at 31 July 2019 and 31
July 2018 were denominated in Hong Kong dollars, no
significant currency risk is associated with the Trust.

(d) Credit risk

Credit risk is the risk that a counterparty to a financial
instrument will fail to discharge an obligation or commitment
that it has entered into with the Trust. The Trust's exposure
to credit risk is monitored by the Manager on an ongoing
basis.

At 31 July 2019 and 2018, all of the Trust's financial assets
were exposed to credit risk. These include investments and
cash and cash equivalents placed with banks and the
Custodian.

At the date of the statement of financial position, the Trust
invested in debt securities with the following credit ratings
equivalent to which provided by Moody's credit rating
services expressed as a percentage of debt securities:

% of debt securities

2019 2018
Rating (Moody's)
Aa2 84.41 84.96
Aa3 4.54 417
A3 2.39 2.18
NR 8.66 8.69
Total 100.00 100.00

Credit risk is managed by reviewing and monitoring the credit
quality of debt securities or the issuers of the debt securities
held by the Trust on an ongoing basis.

Credit risk arising from transactions with brokers relates to
transactions awaiting settlement. Risk relating to unsettled
transactions is considered small due to the short settlement
period involved and the high credit quality of the brokers
used.

TheTrust is also subject to credit risk arising on debt securities
which is according to the Trust's investment restrictions
mitigated through diversification and control on exposure to
any single issuer in the Trust.

All of the cash held by the Trust are deposited with the HSBC
Group. According to Moody's, the credit rating of HSBC Group
is A2 (2018: A2). Bankruptcy or insolvency of the bank may
cause the Trust's rights with respect to the cash held by the
bank to be delayed or limited. The Trust monitors the credit
rating and financial position of the bank on an ongoing basis.

Substantially all of the assets of the Trust are held by the
Custodian. Bankruptcy or insolvency of the Custodian may
cause the Trust’s rights with respect to securities held by the
Custodian to be delayed or limited. The Custodian is a group
company of HSBC, for which credit risk is considered
insignificant.

The carrying amounts of financial assets best represent the
maximum credit risk exposure at the date of the statement
of financial position.

At 31 July 2019, 9.58% (2018: 10.88%) and 66.64% (2018:
71.90%) of debt securities were issued by the Hong Kong
Monetary Authority and the Government of the Hong Kong
Special Administrative Region respectively. There was no
other significant concentration of credit risk as at 31 July
2019 and 31 July 2018.

Amounts arising from ECL

Impairment on interest receivable, amounts due to brokers
and cash and cash equivalents has been measured on a
12-month expected loss basis and reflects the short
maturities of the exposures. The Trusts consider that these
exposures have low credit risk based on the external credit
ratings and/ or review result of the counterparties.

The Trusts monitor changes in credit risk on these exposures
by tracking published external credit ratings of the
counterparties and/ or performed ongoing review of the
counterparties.
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On initial application of HKFRS 9 as at 1 August 2018, the
Managers considers the probability of default to be minimal
as the counterparties have a strong capacity to meet their
contractual obligations in the near term. There is no
impairment allowance recognised on interest receivable,
amounts due to brokers and cash and cash equivalents. The
amount of the loss allowance did not change during the year
ended 31 July 2019.

(e) Liquidity risk

Liquidity risk arises from the risk that the Manager may not
be able to convert investments into cash to meet liquidity
needs in a timely manner.

TheTrust's policy is to regularly monitor current and expected
liquidity requirements to ensure that it maintains sufficient
reserves of cash and readily realisable marketable securities
to meet its liquidity requirements in the short and longer
term.

The Trust's listed investments are considered to have
insignificant exposure to liquidity risk as they are all readily
realisable under normal market conditions. The Trust,
however, also invests in unlisted investments such as unlisted
bonds, which are not publicly traded on exchanges and may
be illiquid.

As at 31 July 2019 and 31 July 2018, the Trust's financial
liabilities are due within three months.

(f)  Capital management

The Trust's capital as at the year end date is represented by
its redeemable units.

The Trust’s objective in managing the capital is to ensure a
stable and strong base to provide investment results that
correspond closely to the total return of the underlying index
to all investors, and to manage liquidity risk arising from the
redemptions. The Manager manages the capital of the Trust
in accordance with the Trust's investment objectives and
policies stated in the Trust's prospectus.

There were no changes in the policies and procedures during

the year with respect to the Trust's approach to its capital
management.
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The amount and the movement of equity are stated in the
statement of changes in equity. As the redeemable units are
redeemed on demand at the unitholders’ option, the actual
level of redemption may differ significantly from historical
experience.

13  Fair value information

The Trust's financial instruments are measured at fair value
on the date of the statement of financial position. Fair value
estimates are made at a specified point in time, based on
market conditions and information about the financial
instruments. Usually, fair values can be reliably determined
within a reasonable range of estimates. For certain other
financial instruments, including interest receivable, amounts
due from brokers, amounts due to brokers, distributions
payable and other payables, the carrying amounts
approximate fair value due to the immediate or short-term
nature of these financial instruments.

Valuation of financial instruments

The Trust's accounting policy on fair value measurements is
detailed in accounting policy in note 2(e)(iv).

The Trust measures fair values using the following fair value
hierarchy that reflects the significance of the inputs used in
making the measurements.

- Level 1: Inputs that are quoted market prices
(unadjusted) in active markets for identical instruments.

- Level 2: Inputs other than quoted prices included within
Level 1 that are observable either directly (i.e. as prices)
or indirectly (i.e. derived from prices). The category
includes instruments valued using: quoted market
prices in active markets for similar instruments; quoted
prices for identical or similar instruments in markets
that are considered less than active; or other valuation
techniques in which all significant inputs are directly or
indirectly observable from market data.

- Level 3: Inputs that are unobservable. This category
includes all instruments for which the valuation
technique includes inputs not based on observable
data and the unobservable inputs have a significant
effect on the instrument's valuation. This category
includes instruments that are valued based on quoted
prices for similar instruments but for which significant
unobservable adjustments or assumptions are required
to reflect differences between the instruments.
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When fair values of listed and quoted investments at the
reporting date are based on quoted market prices or binding
dealer price gquotations in an active market, without any
deduction for transaction costs, the instruments are included
within Level 1 of the hierarchy. When fair values of debt
securities at the reporting date represent quoted prices in
markets that are considered less than active or consensus
prices derived by third parties using valuation techniques
where all significant inputs are directly or indirectly
observable from market data, those debt securities are
included within Level 2 of the hierarchy. For all other financial
instruments, the Trust determines fair value using valuation
techniques.

The Trust uses widely recognised valuation models for
determining the fair value of the debt securities which do
not have quoted market prices in active markets.

Valuation techniques include net present value, discounted
cash flow models, comparison to similar instruments for
which market observable prices exist, comparison to quoted
prices for identical instruments that are considered less than
active and other valuation models.

The following analyses financial instruments at fair value at
the date of the statement of financial position, by the level
in the fair value hierarchy into which the fair value
measurement is categorised.

Financial assets at fair value through profit or loss

31 July 2019
Level 1 Level 2 Level 3 Total
HKD HKD HKD HKD

Financial assets

Listed debt securities - 2,000,907711 - 2,000,907711

Unlisted but quoted
debt securities - 599637320 - 599637320
- 2,600,545,031 - 2,600,545,031

31 July 2018
Level 1 Level2 Level 3 Total
HKD HKD HKD HKD

Financial assets

Listed debt securities - 2,292,320,843 - 2,292,320,843

Unlisted but quoted
debt securities - 461,061,619 - 461,061,619
- 2,753,382,462 - 2,753,382,462

There were no transfers of financial instruments between
Level 1 and Level 2 during the year (2018: Nil).

14 Segment information

The Manager makes strategic resource allocation on behalf
of the Trust and determines operating segments based on
internal reports reviewed which are used to make strategic
decisions.

The Manager's asset allocation decisions are based on one
single, integrated investment strategy, and the Trust's
performance is evaluated on an overall basis. Accordingly the
Manager considers that the Trust has one single operating
segment which is investing in a portfolio of financial
instruments to generate investment returns in accordance
with the investment objective stipulated in its prospectus.
There were no changes in the operating segment during the
year.

All revenues and losses generated from investments by the
Trust are disclosed in note 3. The segment information
provided to the Manager is the same as that disclosed in the
statement of comprehensive income and the statement of
financial position.

TheTrust is domiciled in Hong Kong. All of the Trust's income
from investments is derived from debt securities invested in
Hong Kong.

15 Possible impact of amendments, new standards
and interpretations issued but not yet effective for
the year ended 31 July 2019

Up to the date of issue of these financial statements, the
HKICPA has issued a number of amendments, interpretations
and new standards which are not yet effective for the year
ended 31 July 2019 and which have not been adopted in
these financial statements.
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Notes to the Financial Statements

Of these developments, the following may be relevant to the
Trust's operations and financial statements:

Effective for
accounting periods
beginning on or after

IFRIC 23, Uncertainty over income
tax treatments 1 January 2019

Annual Improvements to IFRSs
2015-2017 Cycle 1 January 2019

TheTrust is in the process of making an assessment of what
the impact of these amendments and interpretations is
expected to be in the period of initial application. So far it has
concluded that the adoption of them is unlikely to have
material impact on the Trust.
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Portfolio Statement (Unaudited)

as at 31 July 2019

Debt securities
Listed investments

HONG KONG MONETARY AUTHORITY
0.80% EXCHANGE FUND NOTES 27
AUGUST 2027

HONG KONG MONETARY AUTHORITY
151% EXCHANGE FUND NOTES 24
FEBRUARY 2027

HONG KONG MONETARY AUTHORITY
1.73% EXCHANGE FUND NOTES 20
FEBRUARY 2024

HONG KONG MONETARY AUTHORITY
1.96% EXCHANGE FUND NOTES 3
JUNE 2024

HONG KONG MONETARY AUTHORITY
2.31% EXCHANGE FUND NOTES 21
JUNE 2021

HONG KONG MONETARY AUTHORITY
2.39% EXCHANGE FUND NOTES 20
AUGUST 2025

HONG KONG MONETARY AUTHORITY
2.48% EXCHANGE FUND NOTES 28
FEBRUARY 2029

HONG KONG MONETARY AUTHORITY
2.49% EXCHANGE FUND NOTES 22
AUGUST 2028

HONG KONG MONETARY AUTHORITY
2.6% EXCHANGE FUND NOTES 20
AUGUST 2024

HONG KONG MONETARY AUTHORITY
2.95% EXCHANGE FUND NOTES 24
FEBRUARY 2025

KOREA EXPRESSWAY CORP 1.65% 18
OCTOBER 2019

THE GOVERNMENT OF THE HKSAR OF
THE PRC 0.55% 5 DECEMBER 2022

THE GOVERNMENT OF THE HKSAR OF
THE PRC 0.91% 5 NOVEMBER 2020

THE GOVERNMENT OF THE HKSAR OF
THE PRC 0.97% 20 JUNE 2022

Holdings

15,600,000

27000,000

24,100,000

22,850,000

36,000,000

26,600,000

18,000,000

21,000,000

26,000,000

25,700,000

5,000,000
15,000,000
83,050,000

20,000,000

Market
value
HKD

14,834,224

27144,928

24,389,157

23,402,687

36,422,057

27021,868

19,606,293

22,816,664

27477057

27782610

4,989,500

14,623,941

82,175,417

19,667680

% of

net
asset
value

0.57

1.04

0.93

0.89

139

103

0.75

106

1.06

0.75

THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.09% 5 JUNE 2023
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.1% 17 JANUARY 2023
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.16% 18 May 2022
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.19% 6 DECEMBER 2021
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.25% 29 JUNE 2027
THE GOVERNMENT OF THE HKSAR OF
THE PRC 149% 22 FEBRUARY 2028
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.68% 21 JANUARY 2026
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.89% 2 MARCH 2032
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.94% 4 DECEMBER 2023
THE GOVERNMENT OF THE HKSAR OF
THE PRC 1.97% 17 JANUARY 2029
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.02% 7 MARCH 2034
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.07% 26 AUGUST 2026
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.13% 16 JULY 2030
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.22% 7 AUGUST 2024
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.24% 27 AUGUST 2029
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.44% 7 DECEMBER 2020
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.46% 4 AUGUST 2021
THE GOVERNMENT OF THE HKSAR OF
THE PRC 2.71% 20 FEBRUARY 2023
THE GOVERNMENT OF THE HKSAR OF
THE PRC 3.27% 28 AUGUST 2023
THE GOVERNMENT OF THE HKSAR OF
THE PRC 3.32% 25 FEBRUARY 2026
THE GOVERNMENT OF THE HKSAR OF
THE PRC 4.65% 29 AUGUST 2022

Holdings

25,000,000
263,400,000
253,600,000

75,850,000

98,300,000

20,000,000

92,950,000

47500,000

40,000,000

75,000,000

3,000,000

28,000,000

46,600,000
208,000,000

20,000,000

40,000,000
173,500,000

15,000,000

52,350,000

17,000,000

15,000,000

Market

value

HKD

24,620,280

259,466,147

250,624,232

75,097841

96,280,564

20,053,642

94,086,462

48,678,250

40,788,696

77430,000

3,118,573

29,213,806

48,987318

215,313,904

21,399,806

40,372,356

176,162,566

15,618,088

56,032,911

19,013,006

16,395,090
2,000,907711

% of
net
asset
value

0.94

9.91

9.57

287

3.68

0.76

359

185

156

2.96

187

8.22

0.82

154

6.73

0.60

2.14

073

0.63
76.41
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Portfolio Statement (Unaudited)

as at 31 July 2019

% of
net
Market  asset
Holdings value  value
HKD
Unlisted but quoted investments
CORPORACION ANDINA DE FOMENTO
181% 2 AUGUST 2021 120,000,000 117990,288 451
EXPORTIMPORT BANK OF MALAYSIA
BHD 2.95% 12 MARCH 2023 61,000,000 62,054,745 237
HONG KONG MORTGAGE CORP LTD
1.92% 10 MAY 2022 5,000,000 4,965,100 0.19
HONG KONG MORTGAGE CORP LTD
2.05% 15 FEBRUARY 2021 20,000,000 19,994,650 0.76
HONG KONG MORTGAGE CORP LTD
2.31% 12 APRIL 2021 102,000,000 102,261,120 3.90
HONG KONG MORTGAGE CORP LTD
3.15% 19 MARCH 2049 30,000,000 31,044,900 119
KOREA DEVELOPMENT BANK 3.2% 3
OCTOBER 2021 11,000,000 11,170,627 043
KOREA LAND & HOUSING CORP 4.2%
18 JANUARY 2022 20,000,000 20,789,578 0.79
KOREA NATIONAL OIL CORP 2.18% 29
JANUARY 2020 8,000,000 7978,400 030
MTR CORP (CAYMAN ISLANDS) 4.75%
11 MAY 2020 89,000,000 90,708,800 346
MTR CORPORATION CI LTD 2.25% 28
DECEMBER 2024 22,000,000 22,253,000 0.85
MTR CORPORATION CI LTD 2.46% 20
SEPTEMBER 2032 60,000,000 60,157812 230
URBAN RENEWAL AUTHORITY 1.64%
11 MAY 2020 2,000,000 1,991,400 0.08
URBAN RENEWAL AUTHORITY 2.15%
10 MAY 2023 30,000,000 30,093,000 115
URBAN RENEWAL AUTHORITY 2.92%
27 JANUARY 2021 16,000,000 16,184,000  0.62
599637320 22.90
Deht securities (total) 2,600,545,031  99.31

Total investments
(Total cost of investments

$2,612,906,510) 2,600,545,031  99.31
Other net assets 17,981,841 0.69
Total net assets 2,618,526,872  100.00
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Statement of Movements in Portfolio Holdings (Unaudited)

for the year ended 31 July 2019

Financial assets
Bonds

Listed investments
Unlisted but quoted investments

Total investments

Other net assets

Total net assets

% of % of

net asset net asset
value value
2019 2018
76.41 82.78
22.90 16.65
99.31 99.43
99.31 99.43
0.69 0.57
100.00 100.00
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Performance record (Unaudited)

(a) Price record (Dealing net asset value per unit)

Year Lowest Highest

HKD HKD
2019 95.25 99.98
2018 95.89 100.02
2017 9728 101.52
2016 98.44 102.30
2015 98.64 101.48
2014 98.08 100.42
2013 98.92 104.92
2012 102.13 105.54
2011 99.53 103.72
2010 101.39 104.67
2009 99.69 108.45

(b) Total net asset value (at bid prices)

2019 2018 2017 2016
HKD HKD HKD HKD
Total net asset value 2,618,526,872 2,769,129,392 2,723,883,5620 4,096,710,942
(c) Net asset value per unit (at bid prices)
2019 2018 2017 2016
HKD HKD HKD HKD
Total net asset value 98.64 96.33 99.25 101.29
(d) Total expense ratio
2019
HKD
Average net asset value 2,698,843,703
Total expenses 5,937124
Total expense ratio 0.22%
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Performance Record (Unaudited)

(e) Performance

In accordance with chapter 8.6(l) of the Code on Unit Trusts and Mutual Funds, the Trustee is required to provide a comparison
of the Trust’s performance and the actual index performance over the relevant period.

2019 2018
ABF Hong Kong Bond Index Fund @ (4.24)% @(1.76) %
Markit iBoxx ABF Hong Kong Index ©)(4.59) % ©1(1.46) %

(a)  Performance is calculated in base currency with Unit-price to Unit-price, dividend (if any) reinvested.

(b)  The benchmark returns are stated on a total return basis. Unlike the Trust, the benchmark returns do not include the impact
of trust expenses or trust transaction costs.

Investors should note that investment involves risk and past performance may not be indicative of future performance. Investors
should refer to the Trust's Prospectus before making any investment decision.

(f)  Constituent securities of the Index
The Trust is an index fund which seeks investment results that correspond closely to the total return of the Markit iBoxx ABF

Hong Kong Index (“the Index”). Following is the list of constituent security of the Index that accounted for more than 10% of
the Index.

Weighting
As at 31 July 2019
THE GOVERNMENT OF THE HKSAR OF THE PRC 2.46% 4 AUGUST 2021 12.75%
As at 31 July 2018

THE GOVERNMENT OF THE HKSAR OF THE PRC 1.06% 5 FEBRUARY 2020 10.95%
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HSBC Investment Funds (Hong Kong) Limited
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1 Queen'’s Road Central

Hong Kong
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HSBC Global Asset Management (Hong Kong) Limited
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Hong Kong
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Hong Kong
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